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Last year was a spectacular one for U.S. dairy exports. Primarily because of exceptionally strong world market 
prices, export value reached a record $3 billion, up more than $1 billion from 2006. For the ﬁrst time since 1993, 
the U.S. trade balance measured on a value basis was positive.
U.S. dairy exports were led by whey and lactose products, which were up one-third in volume and nearly double 
in value over 2006. Nonfat dry milk exports were down slightly in volume, but gained 42 percent in value. Cheese 
exports were up 60 percent in value, and the value of butter exports was almost six times what it was in 2006.
The U.S. imported more dairy products in 2007 than in 2006, but the gain was small in comparison to dairy 
exports. Imports of cheese, our biggest item, were up 8 percent. Overseas shipments of concentrated milk protein 
(casein, caseinates, and milk protein concentrate) to the U.S. were up 11 percent from 2006.
World dairy trade prospects for 2008 are unclear. International prices for skim milk powder, whey, cheese and 
butter have all fallen from their 2007 highs and the costs of dairy feed and energy-related dairy inputs are higher 
across the globe. This has trimmed producer margins from 2007, creating uncertainty about milk production incen-
tives. Also uncertain are possible changes in EU-27 quotas, export bans in India and export taxes in Argentina, 
and the sustainability of Chinaʼs milk producer subsidies. Offsetting possible supply-side challenges, worldwide 
demand for dairy products is expected to increase due to robust economic growth in some major importing coun-
tries. U.S. dairy exporters will disproportionately beneﬁt from stronger demand because of anticipated further ero-
sion in the value of the U.S. dollar.
In the area of trade policy, negotiations in the WTO Doha round remain stalled, and U.S. interest in bilateral 
agreements has waned. A concern now is possible increases in agricultural protectionism if no WTO agreement is 
forthcoming. This would be a major setback for U.S. dairy exporters, who have signiﬁcantly increased their role in 
world markets. 
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U.S. dairy exports reached an all-time high of $3 
billion in 2007, breaking the previous record set a year 
earlier by $1.2 billion (Figure 1). U.S. dairy imports 
were also record high, up $285 million in 2007. But 
the huge surge in U.S. dairy exports more than offset 
the increase in imports, changing a 2006 dairy trade 
deﬁcit of $770 million to a 2007 surplus of $155 mil-
lion. This was the ﬁrst time since 1993 (when U.S. 
dairy exports were less than $1 billion), that the U.S. 
showed a trade surplus in dairy products.
U.S. Dairy Exports
As in recent years, nonfat dry milk (skim milk pow-
der, or SMP in its global deﬁnition), and whey and lac-
tose products made up the majority of export value in 
2007 (Figure 2). But whey and lactose jumped ahead 
of SMP last year on the strength of a one-third hike 
in export volume. SMP export volume was actually 
down from 2006, but much higher prices bumped up 
the value of SMP exports by 42 percent (Table 1). 
Cheese exports showed surprising strength in 2007 
with a gain of 39 percent in volume and almost 60 per-
cent in value over last year. Butter sales to overseas 
markets were almost six times their level a year ago. 
Other products showing export sales gains of more 
than 100 percent from 2006 were cultured products, 
evaporated and condensed milk, casein and caseinates, 
and whole milk powder (WMP).
The regional destination of U.S. dairy exports is 
illustrated in Figure 3. Forty percent of exports went 
to our neighbors—Mexico and Canada—with Mexico 
accounting for 70 percent of the North American total. 
Southeast Asia was the second leading regional mar-
TRADE UPDATE2
2  Situation and outlook information used in this section comes primarily from USDAʼs Foreign Agricultural Service (FAS) reports [8, 9, 10, 
and 11] and the United Nations Food and Agricultural Organization (FAO) [7]. Data used to construct charts and tables were drawn from 
the FAS U.S.Trade Internet System (http://www.fas.usda.gov/ustrade).
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ket. Exports to the Philippines and Indonesia repre-
sented more than half of U.S. exports to that region. 
East Asia (principally China, Japan and Korea) ranked 
third, taking 15 percent of U.S. dairy export value.
The top ten importing countries for the three lead-
ing products are shown in Table 2. U.S. cheese exports 
were relatively concentrated, with the top ten countries 
accounting  for  nearly  three-quarters  of  total  export 
value. Mexico was by far the largest overseas market 
for cheese, absorbing one-third of total export value. 
Three  surprises  show  up  in  the  cheese  list:  United 
Kingdom, The Netherlands and Australia. These coun-
tries are major cheese exporters that probably sourced 
some cheddar cheese from the U.S. in 2007 to supple-
ment limited internal supplies for processing and re-
export.
U.S. SMP and whey exports went to diverse set of 
countries. Mexico was the largest customer for both. 
Southeast Asian countries collectively accounted for 
about 40 percent of U.S. SMP sales. Whey sales were 
more regionally scattered.
For U.S. dairy exports in total, Mexico was, by far, 
the most important market, accounting for 28 percent 
of export value. This compares to 12 percent for Can-
ada, the second leading market. As noted in Figure 4, 
exports to Mexico have increased substantially since 
1994, when the North American Free Trade Agree-
ment (NAFTA) was put in place. The phase-out period 
TABLE 1. 2007 U.S. Exports of Principal Dairy Products
  Whey &   Nonfat   All   Butter &  
  Lactose  Dry Milk  Cheese  Milkfat
Volume (1,000MT):
   2006  587  287  71  20 
   2007  779  257  99  74 
Change, 2006–07: 
   1,000 MT  192  –30  28  54 
   Percent  32.7%  –10.5%  39.4%  270.0% 
Value ($Million) 
   2006  543  589  244  15 
   2007  1,063  836  387  96 
Change, 2006–07: 
   $Million  490  247  143  81 
   Percent  95.7%  41.9%  58.6%  540.0%
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for the remaining tariff-protected dairy product export 
to Mexico under NAFTA, nonfat dry milk, ended on 
December 31, 2007. This development will help to 
make Mexico a growing market for U.S. dairy prod-
ucts.
Record  U.S.  overseas  sales  of  dairy  products  in 
2007 were the result of several factors:
•  World milk production fell short of early 
expectations. Some major dairy countries faced 
acute production-limiting problems—Australia 
SMP, 
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experienced drought that cut milk production by 
more than 5 percent and ﬂooding in the major 
dairy region of Argentina trimmed deliveries by 
7 percent. Uruguay was similarly affected. In the 
EU-27, production started the year strong relative 
to 2006, but extreme summer heat and altered 
rations in response to high grain prices cut milk 
yields and left 2007 production about even with 
2006. While the U.S., New Zealand, China and 
India all produced more milk in 2007 than a year 
earlier, world milk production was up less than 2 
percent and exportable supplies much less.
•  Shorter than expected global milk production 
had a pronounced effect on world markets for 
dry milk proteins, especially SMP. Government 
stocks of SMP in the EU-27 and the U.S. were 
essentially gone by the end of 2006, eliminating 
a buffer to increased prices. In the huge EU-27 
market, strong cheese demand prevented the 
rebuilding of SMP stocks in 2007 by pushing 
the limited milk supply to cheese vats instead of 
dryers.
•  Further cutting into exportable SMP supplies 
were an export ban by India and an export tax 
by Argentina equal to the difference between the 
Argentine export price and $2,100/MT [9, p. 2].
•  Short supplies of SMP sharply raised prices 
for SMP and promoted heavy substitution of 
dry whey and whey proteins in many food 
manufacturing applications. Related demand 
strength caused whey prices to escalate.
•  As milk began to shift into higher valued uses 
like SMP, markets for cheese, butter, WMP and 
other dairy products tightened, causing a general 
elevation of the world price surface for nearly all 
dairy products.
•  The U.S. was in the enviable position of having 
2 percent more milk than in 2006 and thus, was 
capable of not only meeting increased domestic 
demand for cheese and other dairy products, but 
also could take advantage of very strong world 
market prices through exports. 
•  U.S. exports also beneﬁted from the declining 
value of the U.S. dollar relative to currencies of 
other dairy exporters, making purchases from 
the U.S. less expensive. The euro increased from 
$1.30 to $1.46 (12 percent) between January and 
December of 2007. Over the same time, the U.S. 
dollar weakened against the Australian dollar 
by 11.5 percent, the New Zealand dollar by 10 
percent, and the Polish zloty by 21 percent.
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TABLE 2. U.S. Dairy Exports of Cheese, SMP and Whey, Top Ten countries, 2007
Product  Country  2006 Value  2007 Value  % of Total 2007  06–07 Change 
    $Million  $Million  %  %
Cheese  Mexico  81.2  130.3  33.6%  60.4%
  Japan  29.4  37.6  9.7%  27.6%
  Canada  31.7  37.5  9.7%  18.4%
  Korea  22.5  33.7  8.7%  49.9%
  United Kingdom  3.1  10.8  2.8%  246.0%
  Australia  0.4  9.8  2.5%  2,706.0%
  Netherlands  1.0  8.9  2.3%  815.8%
  Saudi Arabia  5.3  7.9  2.0%  50.1%
  Taiwan  5.7  7.4  1.9%  30.0%
  Total/Avg  180.2  284.0  73.3%  57.6%
SMP  Mexico  144.5  260.2  30.0%  80.0%
  Philippines  68.9  100.2  11.5%  45.5%
  Indonesia  74.4  97.4  11.2%  30.9%
  Malaysia  39.7  65.9  7.6%  66.2%
  Thailand  12.3  45.3  5.2%  267.8%
  Algeria  27.5  36.7  4.2%  33.2%
  Vietnam  34.0  33.8  3.9%  –0.8%
  Egypt  31.8  26.8  3.1%  –15.9%
  Libya  2.2  23.7  2.7%  997.7%
  China  25.6  20.9  2.4%  –18.4%
  Total/Avg  460.9  710.8  51.9%  54.2%
Whey  Mexico  88.8  236.7  35.0%  166.5%
  China  49.4  83.6  12.4%  69.3%
  Canada  39.5  75.8  11.2%  92.0%
  Japan  29.5  61.7  9.1%  109.4%
  Korea  22.4  33.3  4.9%  48.2%
  Malaysia  6.3  23.9  3.5%  278.0%
  Philippines  13.2  22.7  3.4%  71.7%
  Indonesia  3.1  17.3  2.6%  455.8%
  Thailand  11.1  12.2  1.8%  9.2%
  Russia  1.6  8.7  1.3%  457.0%
  Total/Avg  265.0  576.0  50.2%  117.4%Babcock Institute Discussion Paper No. 2008-2  7
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U.S. Dairy Product Imports
The U.S. imported dairy products valued at US$2.9 
billion in 2007, 6 percent more than in 2006. Imports 
of  cheese  represented  more  than  one-third  of  total 
import value, and were up 7.5 percent from last year 
(Figure 5). Casein and caseinate imports, at $571 mil-
lion, were up about 15 percent. Imports of miscella-
neous food preparations were off by 2 percent, while 
MPC imports were up 2 percent.
Three  regions  accounted  for  86  percent  of  2007 
dairy product shipments to the U.S. Europe (EU-27 
members and non-members) dominated cheese ship-
ment, with more than 80 percent of all U.S. cheese 
imports (Figure 6). Oceania supplied the majority of 
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FIGURE 5. Composition of U.S. Dairy Imports, 2007
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dried milk proteins, and Canada dominated shipments 
of  miscellaneous  food  preparations. These  rankings 
and import specialization patterns have held steady for 
several years.
Focusing  on  cheese  (Figure  7),  EU-27  members 
accounted for 73 percent of U.S. imports. Italy and 
France supplied the majority of the EU total. Oceania 
was the second leading regional source of U.S. cheese 
imports,  with  shipments  split  60–40  between  New 
Zealand and Australia. Switzerland and Norway were 
the primary suppliers in the Other Europe grouping, 
the third leading regional source.
Figure  8  shows  the  U.S.  dairy  trade  balance  by 
product  category.  Despite  major  gains  in  cheese 
exports in 2007, the U.S. remains a large net importer 
of cheese. In large part, this reﬂects a growing demand 
by U.S. consumers for specialty European cheese vari-
eties, and indicates considerable promise for specialty   
cheesemakers in Wisconsin. Net imports of concen-
trated milk proteins are also large, reﬂecting minimal 
production  capacity  for  these  products.  This  could 
change as the inﬂuence of the milk price support pro-
gram on allocation of milk supplies declines. Over-
seas  markets  have  replaced  the  milk  price  support 
program as a major destination for U.S. nonfat dry 
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milk/SMP and the U.S is expected to remain a sizeable 
net exporter into the foreseeable future. Similarly, the 
U.S. is in a good position to continue large net exports 
of dry whey, whey protein concentrates, and lactose. 
Whey production grows with expanded cheese pro-
duction and an increasing percentage of U.S. whey is 
used to produce value-added products. Babcock Institute Discussion Paper No. 2008-2  9
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Dairy Trade Prospects for 2008
World market prices for dairy products hit record 
highs in 2007, lifting farm milk prices in nearly every 
country  (Figure  9).  But  by  early  2008,  prices  had 
backed off considerably. The largest fall-off in prices 
was for dry whey, which after reaching US$2,000/MT 
in mid-2007, dropped to $660/MT by the end of Feb-
ruary. SMP prices fell nearly US$2,000 from highs 
reached in August 2007. Cheese prices have held rela-
tively ﬁrm, but are showing signs of erosion.
The rapid rise and fall of dairy prices on interna-
tional markets has left analysts tentative about world 
market  price  prospects  in  2008.  While  there  were 
strong producer price incentives to expand milk pro-
duction  in  2007,  these  incentives  have  weakened 
considerably. Adding to uncertainty is the effect of 
government-supported efforts to expand production of 
crop-based transportation fuels, which have elevated 
dairy feed costs globally.
A brief outlook for major dairy countries follows:
•  Argentina milk production in 2008 is expected 
to recover from the effect of severe ﬂooding 
in 2007, and should return to the ten MMT 
recorded in 2006. The export tax imposed by 
the Argentine government last year has been 
withdrawn, which should bump exports of SMP. 
However, some expect the tax to be re-imposed 
if domestic prices increase signiﬁcantly. In the 
longer term, Argentina appears to be moving 
away from a New Zealand-style dairy system 
toward a more intensive California-style system 
using purchased feed. This has been prompted 
by higher crop prices, which has made it more 
proﬁtable to use grazing land for crop production. 
The implications of this shift on future milk 
production are not readily apparent.
•  Brazil is expected to produce 29 MMT of milk 
in 2008, continuing its steady growth trend 
since 2003 when 23 MMT was produced. The 
large and growing Brazilian domestic market 
has absorbed most of the increased production. 
But while Brazil has not been a major player in 
world dairy markets to date, there is considerable 
potential for dairy expansion in the Amazon 
basin. This would lead to the production of large, 
exportable volumes of dairy products. Brazilʼs 
long-term dairy outlook would seem to depend 
heavily on developments in the world market for 
bio-fuels. Brazil is the worldʼs leading producer 
of sugarcane-based ethanol, and easing of 
ethanol trade restrictions could induce expanded 
sugarcane plantings in areas where dairy 
development might otherwise take place.
FIGURE 8. U.S. Dairy Trade Balance by Product
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•  China remains an enigma for international dairy 
analysts. The question is will China continue to 
meet rapidly growing domestic dairy demand 
from domestic milk production, or will it start to 
look more to imports to meet its growing needs? 
China doubled milk production between 2003 
and 2007, but year-to-year gains have fallen 
from more than 20 percent early in the decade 
to 9 percent in 2007. Production is expected to 
be up another 9 percent in 2008, to 38 MMT. 
Farm proﬁtability has fallen with rising feed 
prices and only marginal increases in milk prices. 
There has been increasing fall-out among small-
holder dairies. The Chinese government has 
implemented feed subsidies to prop up farm net 
incomes, but this could prove to be prohibitively 
expensive and unsustainable if world grain 
markets stay at current levels. Hence, China 
may need to re-think its goal of increasing self-
sufﬁciency, which could signiﬁcantly expand 
world dairy trade to China if economic growth in 
China continues on trend.
•  India continues to expand milk production at a 
pace that has matched expanded demand due to 
population and economic growth. Exports have 
been limited to SMP and other milk powders, 
including MPC (India was the second leading 
supplier, behind only New Zealand, of MPC 
to the U.S. in 2007). Indian SMP exports were 
banned in 2007. The ban has been lifted, but 
will likely be reinstated in 2008 if domestic 
availability tightens. India maintains restrictive 
phytosanitary barriers to dairy imports, barring 
U.S. shipments because of the use of rBST in this 
country. Indiaʼs milk supply will likely be used 
to satisfy domestic needs for the near term, and 
given current government policies on imports 
and exports, India is not expected to be a major 
player in world dairy trade. 
•  Australia has been hit by devastating droughts 
twice in the last ﬁve years, which has driven 
many producers out of business and discouraged 
expansion among those who remain [1]. Cow 
numbers are down more than 300,000 (16 









































































































































































































































Skim Milk Powder (Western Europe)
Cheddar Cheese (Oceania)
Source: FAS, USDA [7, 8]. Babcock Institute Discussion Paper No. 2008-2  11
U.S. Dairy Trade: Situation and Outlook, 2008
percent) from 2003 and milk production in 2008 
is projected to be off 5 percent from last year 
and 12 percent from 2003. Higher costs for 
supplemental feeds and increased competition 
between the use of land for grazing and crop 
production will continue to limit milk production. 
While Australia will remain a signiﬁcant supplier 
of world dairy markets, it will not likely regain 
the exporter status that it enjoyed in the early 
2000s.
•  New Zealand is expected to recover from very 
dry pasture conditions at the tail end of the 
2007/08 season and to increase milk production 
in 2008/09 by about 2-3 percent, to near 16 
MMT. However, internal growth at a much 
higher rate is unlikely. Consequently, Fonterra, 
the principal New Zealand dairy marketer, has 
adopted a strategy of expansion through foreign 
direct investment, joint ventures, and other 
contractual arrangements that involve sourcing 
milk outside New Zealand. This strategy will 
likely keep Fonterra and its New Zealand dairy 
farmer members as a major force in world 
dairy trade, even though the products sold will 
increasingly come from other countries.
•  The European Union (EU-27) plays a pivotal 
role in world dairy trade because of its sheer 
size and because of how internal farm policies 
of the EU Common Agricultural Policy (CAP) 
affect trade. Production quotas have held milk 
production in check recently and allowed the 
EU to reduce its intervention stocks and its use 
of export subsidies. What happens in 2008 and 
beyond is heavily dependent on how quotas are 
altered. In March 2008, the EU Agricultural 
ministers approved a 2 percent increase in the 
overall EU quota (about 3 MMT) for the 2008 
marketing year beginning April 1. Many analysts 
expect that several EU member countries (e.g., 
Germany, France, Denmark, the Netherlands, 
Ireland and Poland) will quickly ﬁll this and any 
subsequent quota expansion.
•  The U.S. increased milk production by 2 
percent in 2007 and is forecast to gain 2.7 
percent in 2008. But this forecast is subject to 
considerable uncertainty. Recent increases in 
prices for corn, soybean meal, hay, and other 
dairy feeds combined with falling milk prices 
have drastically cut dairy farmer margins. The 
situation is especially serious in California, 
Arizona and New Mexico, where much of the 
growth in U.S. milk production has occurred 
and where most dairies purchase all or most 
of their feedstuffs. In those areas where dairy 
farmers grow their own feeds, the opportunity 
cost of doing so is high and rising. To sustain 
milk production in those areas, milk prices will 
need to be high enough to encourage farmers to 
market their crops through their cows rather than 
through their grain elevators. 
From these individual country reviews, it is clear 
that  2008  milk  production  in  most  countries  will 
hinge on whether milk prices hold at levels sufﬁcient 
to maintain producer proﬁtability in the face of feed 
pries that are expected to be at least as high as they 
were in 2007. Most international market analysts are 
optimistic that both world milk production and dairy 
trade will expand in 2008. In particular, USDAʼs For-
eign Agricultural Service (FAS) is projecting larger 
U.S. exports of butter, cheese and SMP in 2008. If the 
volume of other U.S. dairy exports hold close to 2007 
levels and world prices do not suffer any major future 
deterioration, then U.S. dairy export value should stay 
within $500 million of 2007. But beating last yearʼs 
record is probably not in the cards.
UPDATE ON TRADE POLICY DEVELOPMENTS
This update on trade policy developments will be 
brief since not much of substance has happened on 
multilateral and bilateral trade negotiations since we 
reported on the subject in the 2007 update [6]. Spe-
ciﬁcally, the Doha Round World Trade Organization 
(WTO) negotiations continue but with little prospect 
for reaching an agreement in the next year or two, 
if ever. In addition, the Bush Administration is still U.S. Dairy Trade: Situation and Outlook, 2008
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However,  dissatisfactions  with  trade  agreements 
have arisen and now represent potent political issues. 
For instance, the Uruguay Round WTO agreement has 
not produced the results hoped for by the U.S. agricul-
tural sector. Many U.S. agricultural groups supported 
the Uruguay Round WTO agreement believing they 
would  gain  substantial  additional  access  to  foreign 
markets for U.S. farm products under the agreement. 
U.S. farm groups were disappointed partly because 
others—especially Brazilian exporters—achieved big 
gains in market share under the agreement. U.S. agri-
cultural groups also note that large gains in U.S. agri-
cultural exports have been made without a new WTO 
agreement. Finally, many U.S. agricultural groups now 
believe that biofuels hold more promise for increas-
ing farm incomes than trade expansion. Hence, these 
groups are unwilling to support the Doha Round WTO 
agreement  unless  they  gain  acceptable  amounts  of 
additional market access from other countries under 
the agreement. This has limited the U.S. political sup-
port for completing the Doha Round from both Demo-
crats and Republicans. 
The net beneﬁts to the U.S. agricultural and non-
agricultural sectors from the NAFTA have been docu-
mented. However, not every U.S. group has gained. In 
particular, NAFTA critics claim that the agreement has 
been a “job killer” that has caused the transfer of many 
U.S. manufacturing jobs to Mexico. The claims have 
been so strident that one almost expects NAFTA oppo-
nents to claim that Ross Perot, the third-party candidate 
for President in 1992, was right when he predicted that 
the NAFTA would produce a “giant sucking sound” as 
it pulled jobs out of the U.S. into Mexico. 
Senators Obama and Clinton, front runners for the 
Democrat party nomination for President, both have 
promised to examine and renegotiate the NAFTA to 
make it more favorable to the U.S., particularly as it 
relates to labor and environmental issues. While such 
promises  are  most  likely  only  campaign  rhetoric, 
they do show the political advantage the two candi-
dates associate with opposition to trade agreements. 
The promises also suggest that new trade agreements 
would have a low priority in either an Obama or Clin-
ton administration. 
Senator  McCain  is  a  free-trader  who  apparently 
would  leave  existing  trade  agreements  intact  and 
emphasize measures to expand agricultural exports. 
working to get Congressional approval on free trade 
agreements  (FTAs)  between  the  U.S.  and  Panama, 
Colombia and South Korea. As of this writing in April 
2008, it is unclear whether these agreements will be 
approved by the U.S. Congress. 
About the only thing that has become clear is that 
the U.S. has reached a watershed in trade policy. This 
watershed will likely feature “time outs” and lengthy 
delays in negotiating any new multilateral and bilateral 
trade agreements. The “time outs” and delays reﬂect 
rising  protectionist  tendencies  and  widespread  con-
cerns in the U.S. about the impacts of globalization. In 
this section of the paper, we analyze brieﬂy what these 
developments mean for the U.S. dairy sector and other 
segments of the U.S. economy. 
Why are “Time Outs” and Delays Likely on  
New Trade Agreements? 
The Administrations of Bill Clinton and George W. 
Bush emphasized negotiating and gaining Congres-
sional  approval  for  new  trade  agreements.  In  the 
Clinton  Administration  the  Uruguay  Round  WTO 
Agreement  and  the  NAFTA  were  completed  and 
approved by the Congress. The Bush Administration 
has  negotiated  and  secured  approval  for  14  FTAs, 
including those involving Australia and Central Amer-
ica-Dominican Republic. The Bush Administration has 
also negotiated the three additional FTAs, which await 
Congressional approval. 
The overall beneﬁts to the U.S. agricultural and non-
agricultural sectors from the Uruguay Round agree-
ment and the NAFTA seem clear. U.S. agricultural and 
nonagricultural exports have expanded substantially 
in recent years, partly as a result of these trade agree-
ments. For example, U.S. trade has expanded from 
about seven percent GDP in the 1987 to 12 percent of 
GDP in 2007 [4, p. 80]. U.S. agricultural exports for 
FY 2008 are now forecast by the USDA to be about 
$101 billion, up about 23 percent from the FY2007 
total [5]. The U.S. agricultural trade balance is also 
forecast to increase substantially to a positive $24.5 
billion for FY 2008, reaching a positive balance similar 
to those of the mid-1990s an—earlier period of robust 
U.S. agricultural exports. U.S. dairy and other agricul-
tural exports to Mexico and Canada have shown large 
increases under the NAFTA.Babcock Institute Discussion Paper No. 2008-2  13
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However,  Senator  McCain  recognizes  the  problems 
created by trade for U.S. workers. Thus, if elected, 
McCain would likely seek congressional approval for 
additional measures to help U.S. workers displaced as 
a result of trade agreements and globalization. 
While his stance on trade is different, McCain, if 
elected,  would  likely  ﬁnd  it  difﬁcult  to  obtain  fast 
track negotiating authority from the Congress for any 
new trade agreements. Fast track authority requires 
Congress to give an up or down vote on any agreement 
and not tinker with the provisions. This negotiating 
authority is essential to successful U.S. trade negotia-
tions, since trading partners are frequently unwilling to 
complete negotiations with the U.S. absent such presi-
dential authority. Delays or outright refusal on the part 
of the Congress to give a President fast track authority 
would delay any new trade agreements. 
Whither the Doha Round WTO Negotiations?
There is little chance that the 150 member countries 
of the WTO will reach a Doha Round agreement in 
2008. In part, this is because President Bush currently 
lacks fast track negotiating authority for the agreement, 
which would make it almost impossible for the Presi-
dent to gain Congressional approval for any agreement 
that might be reached. However, as pointed out pre-
viously, there is a remote chance that the Democrat-
controlled U.S. Congress would give President Bush 
the fast track negotiating authority needed to obtain a 
Congressional vote on a Doha Round WTO agreement 
[6]. 
While the U.S. probably will not be in position to 
approve  any  Doha  Round Agreement,  this  has  had 
little effect on WTO ofﬁcials who continue to bea-
ver away on developing an agreement on agriculture. 
Indeed, despite the failure of WTO negotiators to meet 
almost all deadlines established for reaching a Doha 
Round agreement on agriculture, some WTO ofﬁcials 
hope to reach such an agreement in 2008. One holding 
out hope for such a conclusion is agricultural nego-
tiations  chair,  Crawford  Falconer  of  New  Zealand, 
who on February 8, 2008 circulated the latest draft of 
modalities for cutting tariffs, reducing trade distort-
ing domestic subsidies, and eliminating agricultural 
export subsidies [12]. WTO ofﬁcials characterized the 
modalities draft as being the result of the most inten-
sive phase in the Doha Round since it began in 2001 
and since the agricultural negotiations began in March 
2000. The modalities document is the foundation for 
additional  negotiations  and,  according  to  Falconer, 
represents things that the countries might be able to 
agree on. 
The draft modalities document includes the follow-
ing provisions relating to U.S. agriculture [13]:
•  Overall trade-distorting domestic support for 
U.S. agriculture would be reduced by 66 to 73 
percent. 
•  Agricultural tariffs levied by the U.S. and 
other developed countries would be mainly cut 
according to a formula that prescribes steeper 
cuts for higher tariffs. The range in cuts for 
the U.S. would be from 48–52 percent for 
tariffs below 20 percent to 66–73 percent for 
tariffs above 75 percent. Provisions would be 
included for special treatment of trade-sensitive 
agricultural products. 
•  Agricultural export subsidies would be 
eliminated by 2013, with half of the export 
subsidies phased out by the end of 2010.
Initial reactions to the modalities from a number 
of WTO member countries suggest that Falconer may 
have been too optimistic when he characterized the 
modalities as things that countries may be able to agree 
on. Reactions from the EU (which would be required 
to make slightly larger cuts in trade-distorting domes-
tic support and slightly larger tariff reductions than the 
U.S. under the modalities) are illustrative.
•  Speaking on behalf of 20 of the EUʼs 27 farm 
ministers who met in Brussels to discuss the 
new draft modalities, Michel Barnier, French 
Agriculture Minister, said that the new draft 
modalities are “unacceptable . . . even more 
unbalanced than previous papers [2].”
•  The European Dairy Association warned that 
unless the European Commission gets a grip on 
trade talks, then a WTO deal will undermine the 
EU dairy industry [2]. 
•  Mr. Jackie Cahill, president of the Irish Creamery 
Milk Suppliers Association, said that the “net 
result of what is now being negotiated (under U.S. Dairy Trade: Situation and Outlook, 2008
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the new modalities) would be that Irish farmers 
would face prices at or near world prices while 
burdened with the highest costs on the planet 
[2].”
Certain  Canadian  dairy,  poultry  and  egg  farm-
ers characterized parts of Falconerʼs text as “entirely 
unacceptable  for  Canada  [3].”  These  farmers  want   
the  Canadian  government  to  work  to  ensure  that 
all  supply-managed  products  (including  dairy)  are 
included in the sensitive products category. Putting 
dairy in the sensitive products category would allow 
the Canadians to continue present over-quota tariffs for 
dairy products and allow little or no additional market 
access for foreign dairy products. 
Of course, not all responses to the draft modalities 
were negative. Mr. Phil Goff, New Zealandʼs Trade 
Minister, said of the draft modalities, “We now have 
a consensus text on subsidies on most issues and con-
siderable work has been done to narrow gaps between 
different countriesʼ positions on market access [3].” 
Mr.  Simon  Crean,  Australiaʼs  Trade  Minister,  said 
the revised texts on agriculture represent “an impor-
tant step forward in the Doha Negotiations” and that 
“every effort must now be made to reach a successful 
conclusion of the Doha Round this year” [3].
Thus, a situation has emerged where some major 
trading  groups  and  countries  have  important  reser-
vations about the draft modalities. The overall U.S. 
position on the draft modalities is unclear, but U.S. 
opposition to similar market access provisions in pre-
vious modalities documents suggests that the U.S. will 
give a thumbs down to some of the new draft modali-
ties. Moreover, even if the U.S. found some modiﬁca-
tion of the revised modalities acceptable, there is little 
chance that a Doha Round Agreement could be brought 
to a vote in the U.S. Congress in 2008 or 2009. 
Accordingly, it is perhaps no stretch to conclude that 
the Doha Round WTO negotiations are on life support. 
Indeed, complete collapse of the Doha Round and a 
need to start over are now mentioned by trade analysts 
as a possible outcome. What would eventual collapse 
of negotiations on the Doha Round mean for the U.S. 
dairy sector? 
•  The U.S. dairy price support program can remain 
pretty much intact. A successfully completed 
Doha Round probably would have forced the 
U.S. Congress to revise the dairy price support 
program. This is because dairy price supports 
would have made an excessively large claim 
on the Aggregate Measure of Support (trade-
distorting “Amber Box” payments) that would 
have been allowed U.S. farm programs under a 
Doha Round agreement.
•  Allowable dairy export subsidies under the Dairy 
Export Incentive Program (DEIP) will continue 
at levels permitted under the Uruguay Round 
WTO agreement. 
•  Other countries will use the WTOʼs dispute 
settlement machinery to secure concessions they 
could not obtain through negotiations under the 
Doha Round. However, U.S. dairy trade policies 
probably will be challenged less frequently 
via the dispute settlement machinery than the 
policies for certain other U.S. farm products, 
such as cotton and corn. 
The U.S. dairy industry will gain short-term ben-
eﬁts from continuing essentially the status quo in farm 
programs.  However,  complete  collapse  of  multilat-
eral negotiations probably would be accompanied by 
global increases in agricultural protectionism—not a 
promising prospect for efﬁcient U.S. agricultural sec-
tors, including the dairy industry.Babcock Institute Discussion Paper No. 2008-2  15
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